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I AM PLEASED TO BE HERE TODAY TO DISCUSS WITH YOU ThE GENERAL

ACCOUNTING OFFICE REPORT, EF-UNDING OF STATE AND LOCAL GOVERNMENT PENSION

PLANS A NATIONAL PROBLEM,' I WILL TOUCH BRIEFLY ON WHY WE UNDERTOOK

THIS STUDY AND HOW WE CARRIED IT OUTS BUT MAINLY, I WILL TALK ABOUT

WHAT WE FOUND OUT AND OUR CONCLUSIONS AND RECOIEENDATIONS -

CONGRESS HAS LONG BEEN CONCERNED ABOUT THE CONDITION OF STATE AND

LOCAL PENSION PLANS, THE EMPLOYEE RETIREMENT INCOME SECURITY ACT OF

1974 CALLED FOR STUDIES OF WHETHER SIMILAR LEGISLATION WAS NEEDED FOR

PUBLIC PENSION PLANS. SINCE THEN, A NUMBER OF BILLS HAVE BEEN INTRODUCED

TO REGULATE STATE AND LOCAL PENSION PLANS, THE LATEST PROPOSAL BEING

FIR. 6525, INTRODUCED IN FEBRUARY BY CONGRESSMEN THOMPSON AND ERLENBORN
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ONE FUNCTION OF THE GENERAL ACCOUNTING OFFICE IS TO ASSIST CONGRESS

BY PROVIDING INFORMATION, AND CONGRESS HAS ASKED US TO STUDY VARIOUS

ASPECTS OF STATE AND LOCAL GOV&ERN1ENT PENSION PLUNS. ACCORDINGLY, WE

UNDERTOOK THIS STUDY TO PROVIDE INFORMATION ON THE CONDITION OF PENSION

PLAN FUNDING TO ASSIST CONGRESS IN THEIR DELIBERATIONS ON THE NEED FOR

LEGISLATION.

STATE AND LOCAL GOVERNMENT PENSION PLAN FUNDING PRESENTED A DIFFICULT

ISSUE. THERE IS NO CLEAR AGREEMENT ON HOW PENSION PLANS SHOULD BE FUNDED,

HOW LARGE A FUND SHOULD BE CREATED} HOW FUNDING REQUIREMENTS SHOULD BE

PET.

IT HAS BEEN ESTIMATED THAT THE UNFUNDED ACCRUED LIABILITIES OF ALL

STATE AND LOCAL GOVERNMENT PENSION PLANS WERE AS MUCH AS $175 BILLION IN

1975, AND THESE LIABILITIES HAVE GRO1iN SINCE THEI.

THE MAJOR PROBLEM POSED TO STATE AND LOCAL GOVERNMENTS BY ANY

STANDARD FOR FUNDING, ESPECIALLY FEDERAL STANDARDS LIKE THOSE IMPOSED

UPON PRIVATE EMPLOYERS, WOULD BE: HOW MUCH MORE THEY WOULD HAVE TO -

PAY EACH YEAR DURING THE AMORTIZATION PERIOD TO FINANCE THE UNFUNDED

ACCRUED LIABILITY.
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SCOPE OF STUDY AM APPROACH

WE LOOKED AT THE FUNDING OF 72 PENSION PLANS ADIINISTERED BY 8

STATES AND 26 LOCAL GOVERNMENTS WITHIN THOSE STATES. ME USED THE ERISA

STANDARD FOR FUNDING PRIVATE PENSION PLANS AS OUR CRITERION. THE PLANS

EXAMINED COVER ABOUT 1.4 MILLION ACTIVE MEMBERS AND PAY PENSIONS TO

ABOUT 425,O00 RETIREES OR BENEFICIARIES. THE 72 REtIREMENT sYsTEMs

HAD ASSETS VALUED AT $18.3 BILLION AND UNFUNDED LIABILITIES OF ABOUT- -

$29 BILLION. THE GOVERNMENTS CONTRIBUTED $2.4 BILLION TO THE PLANS DURING

THE FINANCIAL YEAR SELECTED FOR REVIEW.-

RESULTS OF STUDY

STATE AND LOCAL OFFICIALS ARE GENERALLY AWARE OF THE NE FOR SOUND

ACTUARIAL FUNDING OF PENSION SYSTEMSJ BUT THEY VIEW WITH APPREHENSION

THE FINANCIAL IMPACT OF IMPOSING ERISA-TYPE FUNDING STANDARDS ON PUBLIC

PENSIONS. AN ERISA-TYPE MINIMUM FUNDING STANDARD FOR PUBLIC PENSIONS

VOULD REQUIRE AN ANNUAL CONTRIBUTION TO COVER THE W VAL COSTS PLUS THE

AMOUNT NEEDED TO AMORTIZE THE EXISTING UNFUNDED LIABILITIES OVER A

SPECIFIED FUTURE PERIOD. FOR EXISTING PRIVATE PENSION PUNS, ERISA

REQUIRES THE AMORTIZATION IN 40 EQUAL ANNUAL INSTALLMENTS.

OF THE 72 STATE AND LOCAL PENSION PLANS WE REVI-EED, 19 MET THE

ERISA MINIMUM FUNDING STANDARD FOR PRIVATE PENSION PLANS. THE OTHER 53

PLANS WERE NOT RECEIVING LARGE ENOUGH CONTRIBUTIONS TO SATISFY THE ERISA

FUNDING STANDARD, IF THE 53 PENSION PLANS-11 STATE AND 42 LOCAL GOVERN-

MENT SYSTEMS--ADOPTED AN ERISA-TYPE FUNDING STANfl-RD, IT VOULD REQUIRE AN

ADDITIONAL $1.4 BILLION FOR THE YEAR EXAMINED. MANY OF THE7t WOULD HAVE

TO RAISE THEIR CONTRIBUTIONS TO SOME OF THEIR PLANS BY MORE THAN 100

PERCENT, A FEW BY MORE THAN 400 PERCENT.
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THE COSTS UNDER ERISA, IN ADDITION TO EXISTING PENSION COSTS, WOULD

REQUIRE THE EQUIVALENT OF UP TO 49 PERCENT MORE OF THE TAX REVENUES OF THE

AFFECTED JURISDICTIONS. FOR EXAMPLE, TO MEET THE ERII FUDIlNG STANDARD

IN PITTSBURGH, PENSION COSTS WOULD REQUIRE ABOUT 33 PERCENT OF TAX REVENUES,

COMPARED WITH THE 13 PERCENT NOW GOING FOR RETIREMafT COSTS, ACCORDING TO

A PITTSBURGH OFFICIAL, FUNDING OF THE CITY'S PENSID1 PLANS UP TO THE ERISA

STANDARD COULD LEAD TO BANKRUPTCY, IN READING, PENNSYLVANIA, PENSION FUNDING

UNDER ERISA WOULD TAKE AN AMOUNT EQUAL TO ABOUT 140 PERCENT OF TAXES, COMPARED

WITH THE 15 PERCENT CURRENTLY CONTRIBUTED. A READING CITY OFFICIAL B LIEVED

THAT THE CITIZENS WOULD RESIST ANY TAX INCREASE FOR PENSION FUNDING, CLEARLY,

ADDED PENSION COSTS TO MEET AN ERISA-TYPE AMCRTIZAT1ON STANDARD WOULD BE A

DEVASTATING DRAIN ON THE INCOMES OF SOME JURISDICTIONS,

THE MANY LOCAL RETIREMENT SYSTEMS THAT ARE NOT ACTUARIALLY FUNDED

THREATEN CITIES WITH SEVERE FUTURE FINANCIAL DIFFICULTIES, WHICH IN TURN

WOULD AFFECT THE STATE GOVERNMENTS 1 A SYSTEMATIC FUNDING PLAN FOR AMORTIZING

THE UNFUNDED LIABILITY OVER A SPECIFIED PERIOD COULD HELP AVERT FISCAL

DISASTER FOR A NUMBER OF STATE AND LOCAL GOVEERNMENTS,

To ILLUSTRATE THE NEED FOR SYSTEMATIC LONG-TERM. FUNDING., WE SELECTED

THREE PENSION PLANS NOW ON A PAY-AS-YOU-GO BASIS, CNE IN BOSTON, ONE IN

PITTSBURGH, AND THE DELAWARE STATE POLICE PENSION PLAN, WE PROJECTED THEIR

PENSION COSTS FOR 41 YEARS,, BOTH UNDER THE PAY-AS-YOU--GO METHOD AND UNDER

ACTUARIAL FUNDING AS PRESCRIBED BY ERISA.
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THE PROJECTIONS FOR ALL THREE PLANS SHOW THAT AiNiNUAL CASTS FOR PAY-

AS-YOU-GO FUNDING ARE INITIALLY LESS THAN THOSE FOR ACTUARIAL FUNDING,

HOWEVER, PAY-AS-YOU-GO FUNDING COSTS EVENTUALLY EXCEED THE SEIUAL COSTS OF

ACTUARIAL FUNDING. UNDER ACTUARIAL FUNDING, AFTER 40 YEARS THE INITIAL

UNFUNDED LIABILITY WILL HAVE BEEN COMPLETELY AVURTIZE-D., SO THE ANNUAL

CONTRIBUTION WILL DROP TO THE AMOUNT NEEDED TO COVER rPRMAL COSTS. UNrER

PAY-AS-YOU-GO FUNDING, ON THE OTHER HAND, AFTER 40 YEARS THE UNFUNDED

LIABILITY WILL HAVE-GROWN TO ENORMOUS PROPORTIONS, AND THE ANNUAL PAYOUT WILL

CONTINUE TO INCREASED

FOR EXAMPLE, THE DELAWARE STATE POLICE PLAN AS OF SEPTSBER 176 HAD

AN ACTUARIALLY CALCULATED UNFUtDED LIABILITY OF OVER $O MILLION, AmD WAS

ON A PAY-AS-YOU-GO BASIS. PROJECTION OF PENSION COSTS FOR THIS PLAN SHOVWS

THAT PAY-AS-YOU-GO YEARLY CONTRIBUTIONS W4OULD EXCEED ACTUARIAL CONTRIBUTIONS

BY THE D7TH YEAR, ASSUMING A 1 0-YEAR AMORTIZATION PERIOD-

ON THE PAY-AS-YOU-GO BASIS, THE UNFUNDED LIABILITY IS PROJECTED TO

INCREASE AFTER 40 YEARS BY ABOUT 3-1/2 TIMES--FROM $80 MILLION TO $286

MILLION. 41ORTIZATIONAT THE END OF 40 YEARS OF THE INCREASED LIABILITY

OVER A 40-YEAR PERIOD AND THE PAYMENT OF NORMAL COSTS WOULD REQUIRE A

YEARLY PAYMENT OF ABOUT $43 MILLION, AN AMOUNT ALMOST FIVE TIMES GREATER

THAN THE AMOUNT REQUIRED TO START AMORTIZING THE SEPTEMER 1976 UNFUNDED

LIABILITY.



STATE AND LOCAL OFFICIALS HAVE OFTEN FOUND IT EXPEDIENT TO POSTPONE

PENSION REFORMi LEAVING IT TO FUTURE OFFICE-HOLDERS TO RAISE TAXES AND

INCREASE GOVERNMENT CONTRIBUTIONS TO RETIREMENT TRUST FUNDS. ALSO, THE

CONSTITUENCY OF THE GREATLY EXPANDED BODY OF STATE AND LOCAL EMPLOYEES

HAS BROUGHT PRESSURE FOR ENLARGING FRINGE BENEFITS, INCLUDING PENSIONS.3

HENCE, PENSIONS ARE OFTEN INCREASED WITHOUT PROVIDING ADEQUATE FUNDING,

A CONCESSION THAT DOES NOT RAISE CURRENT COSTS SIGNIFICANTLY, BUT DOES

RAISE UNFUNDED LIABILITIES#

HOWAEVER, A NUMBER OF STATE AND LOCAL GOVERNMENTS HAVE BEGUN TO TACKLE

THE PROBLEM OF PENSION FUNDING. PENSION REFORM ACTIONS TAKEN RANGE FROM

ATTEMPTING TO IDENTIFY THE PROBLEM, TO ADOPTING AND IMPLEMENTING MEASURES

TO SOLVE ITO

A MAJOR OBSTACLE TO PENSION REFORM IS THE IIMEDIATE COST IMPACT.

BECAUSE OF VOTER OPPOSITION TO TAX INCREASES, STATE AND LOCAL GOVERNMENTS

ARE USING OR CONSIDERING OTHER APPROACHES TO FINANCE PENSION REFORMS.

SOME JURISDICTIONS ARE REEXAMINING THEIR PENSION PROVISIONS AND LOOKING

FOR WAYS TO CONTROL OR REDUCE PENSION COSTS!



NATIONWIDE VOTER RESISTANCE TO TAX INCREASES HAS BEEN SPOTLIGHTED

BY THE MUCH PUBLICIZED PROPOSITION 13, THE INITIATIVE OVERWHELMINGLY PASSED

BY CALIFORNIA VOTERS IN JUNE 1978, PROPOSITION 13 DRASTICALLY CUT BACK AND

LIMITED LOCAL PROPERTY TAXES, A MAJOR SOURCE OF REVENUES FOR PENSION FINANCING

BY LOCAL GOVERNMENTS. IN LOS ANGELES, FOR EXAMPLE, OVER 53 PERCENT OF THE

PROPERTY TAXES COLLECTED IN 1977 WENT INTO CONTRIBUTIONS TO RETIREMENT

SYSTEMS. LOS ANGELES AND OAKLAND OFFICIALS SAID THAT PRCPOSITION 13 WU--

TSEVERELY HAMPER ANY COMPLIANCE WITH AN ERISA-TYPE FUNDING REQUIREMENTS -IN

BOTH CITIES, SERVICES AND PERSONNEL WOULD HAVE TO BE CUT IN ORDER TO FUND

PENSION COSTS,

FOR FUNDING PENSIONS, LOCAL GOVERNMENTS EVERYWHERE LOOK TO THE STATE.

FOR RELIEF. FOR EXAMPLE, LOCAL OFFICIALS IN MASSACHUSETTS DO NOT FEEL ABLE

TO INSTITUTE PENSION REFORM WITHOUT STATE FINANCIAL HELP,

OFFICIALS OF THE THREE CITIES WIE VISITED IN MASSACHUSETTS WERE NOT

WILLING TO BEGIN FUNDING THEIR PENSION SYSTEMS ON A VOLUNTARY BASIS}, AND

THEY SAID THAT, WITHOUT STATE OR FEDERAL FINANCIAL SUPPORT, THE BURDEN OF

FUNDING WOULD RAISE LOCAL PROPERTY TAX RATES THAT WERE ALREADY TOO HIGH1

THE POINT WAS UNDERSCORED BY MASSACHUSETTS VOTERS ON NOVEMBER 7, 1978,

WHEN THEY OVERWHELMINGLY PASSED AN INITIATIVE TO PREVEMT SHARP INCREASES

IN RESIDENTIAL PROPERTY TAXES.
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GIVEN THE OBSTACLES TO OVERT TAX INCREASES, DOME GOVERNMENTS ARE

USING OR CONSIDERING OTHER APPROACHES TO FINANCE PENSION REFORMS, INCLUDING

EXTENDING EXPIRING TAXES, SUBSTITUTING USER CHARGES FOR TAXES, AND USING

FEDERAL REVENUE SHARING FUNDS,

SOME JURISDICTIONS, IN LOOKING FOR WAYS TO SOFTEN THE FUTURE IMPACT

OF UNFUNDED PENSION BENEFITS, HAVE REEXAMINED THEIR PENSION PROVISIONS

AND FOUND THAT THEY CAN REDUCE PENSION COSTS BY CONTROLLING BENEFITS

SUBJECT TO ANNUAL ADJUSTMENT, SUCH AS COST-OF-LIVING INCREASES; IMPOSING

TIGHTER ELIGIBILITY STANDARDS; ESTABLISHING NEW PLANS WITH LOWER BENEFITS

FOR NEW HIRES; AND INTEGRATING PENSION PLAN BENEFITS WITH SOCIAL SECURITY

BENEFITS.

FEDERPL PEGULATION OF

PUBLIC PENON PLNS.

WITH RESPECT TO FEDERAL REGULATION OF PUBLIC PENSION PLANS, THERE IS

A QUESTION AS TO THE EXTENT OF THE FEDERAL GOVERNMENT'S AUTHORITY TO

REGULATE STATE AND LOCAL GOVERNMENT PENSION PLANS.

NOTWITHSTANDING THIS UNCERTAINTY, THE FEDERAL GOVERNMENT DOES HAVE A

DIRECT INTEREST IN STATE AND LOCAL GOVERNMENT PENSION PLANS THROUGH ITS

GRANT PROGRAMS; GAO ESTIMATES THAT ABOUT $1 BILLION IN RETIREMENT CON-

TRIBUTIONS IS BEING REIMBURSED YEARLY TO STATE AND LOCAL GOVERNMENTS UNDER

FEDERAL GRANT PROGRAMSs



CONCLUSIONS

GAO CONCLUDED THAT PENSION REFORM AT THE STATE AD LOCAL LEVELS IS

FDVING SLOWLY, AND THE PROSPECTS FOR SIGNIFICANT IMK;CNVEa1ENT IN THE FORE-

SEEABLE FUTURE ARE NOT BRIGHT.

IT IS CLEAR THAT, TO PROTECT THE PENSION BENEFITS EARNED BY PUBLIC

-EMPLOYEES AND TO AVERT FISCAL DISASTER, STATE AND LOCAL GOVERNMENTS SHOULD

FUND THE NORMAL OR CURRENT COST OF THEIR PENSION PLMSS ON AN ANNUAL BASIS

AND AMORTIZE THE PLANS' UNFUNDED LIABILITIES.

ALTHOUGH SPONSORING GOVERNMENTS ARE RESPCNSIBLE FOR SOUmND FUNDING OF

STATE AND LOCAL GOVERNMENT PLANS, THE FEDERAL CoVR Eir HAS A SUBSTANTIAL

INTEREST IN THESE PENSION PLANS. VANY JURISDICTIONS HAVE RELIED MORE AND PORE

ON FEDERAL GRANT FUNDS AND REVENUE SHARING TO HELP MEET PENSION PLAN COSTS-

THESE PLANS DIRECTLY AFFECT THE CONTINUED WELL-BEING AND SECURITY OF MILLIONS

OF STATE AND LOCAL GOVERNMENT EMPLOYEES AND THEIR DENDENTS,

IT MIGHT BE IN THE NATIONAL INTEREST FOR THE COCNGRESS TO ASSURE, THROUGH

LEGISLATION, THE LONG-TERM FINANCIAL STABILITY OF TBESE PENSION PLANS THROUGH

SOUND FUNDING STANDARDS$ BUT THE FEDERAL GovERNMrEN'S AUTHORITY TO REGULATE

STATE AND LOCAL GOVERNENT PLANS HAS NOT BEEN RESOLY-ED, -
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RECCMENDATION TO THE CONGRESS

ACCORDINGLY, GAO HAS RECO[E-NDED THAT THE CONGRESS SHOULD CLOSELY

MONITOR ACTIONS TAKEN BY STATE AND LOCAL GOVEPRNENTS TO IMPROVE THE

FUNDING OF THEIR PENSION PLANS TO DETERMINE WHETHER A4D AT WHAT POINT

CONGRESSIONAL ACTION MAY BE NECESSARY IN THE NATIONAL INTEREST TO PREVENT

FISCAL DISASTER AND TO PROTECT THE RIGHTS OF EMPLOYEES AND THEIR DEPENDENTS.

CMIMITS OF STATE AND LOCAL GEM ENTSrE 

FEDERAL AGENCIES, AT OTHER INTEREST PARTIES

THE CONSENSUS AMONG THOSE WHO COMMENTD ON OUR REPORT WAS THAT FUNDING

OF PUBLIC PENSION PLANS IS A SERIOUS PROBLEM; HOWEVER, THERE IS NO CLEAR

AGREEMENT ON WHAT THE SOLUTION SHOULD BE, MANY BELIEVE THAT ANY FUNDING

STANDARD FOR PUBLIC PLANS SHOULD BE LESS DEMANDING THAN THE STANDARD

IMPOSED ON PRIVATE PLANS,

THERE WAS GENERAL OPPOSITION TO A FEDERAL ROLE IN ESTABLISHING A

FUNDING STANDARD FOR STATE AND LOCAL GOVERNMENT PENSION PLANS. FOST

OFFICIALS ARGUE THAT THE FEDERAL GOVERNMENT HAS NOT DEALT ADEQUATELY wiTH

ITS OWN PENSION FUNDING PROBLE31S.

BUT SOME BELIEVE THAT FEDERALLY PRESCRIBED REPORTING AND DISCLOSURE

STANDARDS COULD HAVE A BENEFICIAL INFLUENCE ON PUBLIC PENSION PLAN FUNDING,

THIS IS PART OF THE APPROACH OF THE LATEST FEDERAL LEGISLATIVE PROPOSAL,

H.R. 6525, INTRODUCED IN FEBRUARY BY CONGRESS.
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